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EXECUTIVE SUMMARY

3
I
i
1

I
I

1

I
I

i

The Arizona Residential Utility Consumer Office ("RUCO") presents the
direct testimony of David Tenney, Director of RUCO, in support of the
Proposed Settlement Agreement ("Settlement" or "Agreement") on Arizona
Public Service Company's ("APS" or "Company") request for a permanent
rate increase. Mr. Tenney recommends that the Arizona Corporation
Commission adopt the Proposed Settlement Agreement for the following
reasons:

ll The Proposed Settlement Agreement does reflects an outcome that is fair
to both the ratepayer and APS and is in the public interest.

I The Proposed Settlement Agreement is a comprehensive settlement
agreement. Its terms settle a wide range of issues that were of interest to
the parties.

RUCO supports the Proposed Settlement Agreement as it contains
numerous benefits to the consumer which will be discussed in Mr.
Tenney's testimony.

1
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INTRODUCTION

Q. Please state your name, occupation and business address for the

record.

Q. Please state your background and qualifications for the record.

1

i
i

i
2
3
i

I joined RUCO in March of 2015. I sewed on the Navajo County Board of

Supervisors, representing rural Arizona, from 2004 through 2015. I sewed

as president of the County Supervisors Association of Arizona and was

Chairman of the Navajo County Board of Supervisors. In addition, I have

served on a number of local, state and national committees, including the

Natural Resources W orking Group, the Navajo County Regional

Development Council, the Silver Creek Watershed Alliance Board, the

County Supervisors' Association Legislative Policy Committee, Eastern

Arizona Counties Organization, Environmental Economic Communities

Organization and the Four Forest Restoration Initiative Steering

Committee.

3
l
l

1

2

3

4 A. My name David Tenney. I am Director for the Arizona Residential Utility

5 Consumer Office ("RUCO"). My business address is 1110 W. Washington

6 Street, Suite 220, Phoenix, Arizona 85007.

7

8

9 A.

10

11

12

13

14

15

16
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1 Q . What is the purpose of your testimony?

2 A. The purpose of my testimony is to explain why RUCO is a signatory to the

3 Arizona Public Service Company's Proposed Settlement Agreement

4 ("Agreement" or "Settlement").

5

6 Q. Have you, in your capacity as Director of RUCO, participated in other

7 settlement negotiations?

8 A. Yes. I have participated in settlement negotiations in other matters that
I
l

9
R
i

9 orhave come before the Arizona Corporation Commission ("ACC"

10 "Commission"). These negotiations have often times resulted in reaching

11 an accord with the utility and the other stakeholders, leading to the signing

12 and support of a settlement agreement.

13

i
i

i

14 THE SETTLEMENT PROCESS

15 Q. W as the negotiation process that resulted in the Settlement

I16 Agreement a proper and fair process and did RUCO fully participateI
li

117 in the settlement negotiations?

A.18 Yes. RUCO fully participated in the lengthy and complex settlement

19
1

l process. The Agreement is the result of many hours of negotiation among

20 the parties to compromise. The negotiations were conducted in a fair and

21 reasonable way that allowed each party the opportunity to participate and

ii22 all parties were allowed to express their positions fully.
l

2 3

I

2
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1 Q.i
i
i
i
i
i2

Why is a negotiated settlement process an appropriate way to

resolve this matter?
r

3 A.

4

5 i
l
1
1

6

7

8

l

I
I
1

1
i

I
I
I9

10

By its very nature, a settlement finds middle ground that the parties can

support. All parties that participated in the settlement talks were

sophisticated parties who participated fully in the ACC's regulatory

process. Settlement negotiations began only after each party had the

opportunity to analyze Aps' Rate Application, file its direct testimony, and

read the direct testimony of other Interveners. Of course, the Agreement in

no way eliminates the ACC's constitutional right and duty to review this

matter and to make its own determination whether the Agreement is truly

11 balanced and the rates are just and reasonable.

12

13 Q. Did all the parties sign the Agreement?

iI

I

14 A.

l

;
i
i
l

i

15

16 i
4
l
i

r

17

No. All parties in this case have not agreed to this Settlement. However, it

should be noted that approximately 30 of the 40 or so intewenors have

signed on to the Agreement. Of particular importance, the list of signors

includes all interveners who represented a solar entity.

18

19 Q. Does RUCO support the Settlement Agreement?

20 A. Yes, RUCO believes the Settlement Agreement is in the public interest.

21

22
l

23

l

3
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l
i SET T L EMENT  PROVIS IONS

Q. In summary, what are the more significant benefits to the residential

consumer?

1

2

3

4 A. Among the more significant benefits to the residential consumer:

5

6

7

•8

9

•10

11

y
•

i

l

12

13

14

15

•16

17

•

•

i

9

s
I

i

18

19

20

21

22

The Company agreed to a non-fuel, non-depreciation revenue

requirement increase of $87.25 million which is greater than a 40%

reduction from the Company's original ask.

A Return on Equity of 10 percent was agreed upon when APS had

requested 10.5 percent in its original application filing.

The residential customer's average monthly bill will increase 4.54

percent as compared to the Company's initial request of 7.96 percent.

The Company's agreed to make accounting modifications to accelerate

depreciation expense on Palo Verde and to more rapidly amortize

Cholla 2 as a regulatory asset. Thus, creating a benefit for ratepayers

that will be realized in future rate cases.

APS agreed to use $5 million of over-collected DSM funds to provide

programs and education for customers to better control their bills.

Increase the crisis bill assistance program for low income ratepayers

by $1.25 million per year.

An experimental rate for up to 10,000 customers was developed to

incentivize technology adoption which should lower costs in the future

for ratepayers.

i
i 4
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i
•1

Ii

2

3

•4

5

6

•7

8

Significant progress was made on modernizing rates and minimizing

the cost shift from DG to non-DG customers, while still allowing the

roof-top solar industry to transact.

The Basic Service Charges ("BSC") on Time of Use ("TOU") rates and

demand based rates are being lowered from the current $17 to $13

and $10 for the Extra Small rate, rather than the requested $18.

Agreement by the solar parties to withdraw any appeals of the

Commission's Value of Solar Decisions.

•

l

l

Of significant importance is a separate agreement which Aps, industry

representatives, and solar advocates commit to stand by the

settlement agreement and refrain from seeking to undermine it through

ballot initiatives, legislation or advocacy at the Commission.

PUBLIC INTEREST

Q. How is the public interest satisfied by the Agreement?

1

1
i
l
1

I

I

l

g

10

11

12

13

14

15

16 A. Even though RUCO does not support every single term of this Agreement,

17 when viewed in its entirety, this Agreement satisfies the public interest

18 from RUCO's perspective in that its benefits to the ratepayers outweigh

19 the costs and the Settlement generally provides favorable terms and

20 protections for residential consumers as outlined above. It brings a fair

21 resolution to a very contentious and politically charged issue that

22 potentially could have cost rate payers a lot more in the absence of a

23 Settlement. The Agreement also satisfies the public interest by providing a

l
I

5
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i
;.1 fair and balanced approach to addressing the Company's concerns on

2 required costs and revenue.

3

4 Q.

5

Why did RUCO move from a negative revenue requirement number

to the proposed settlement requirement number?

A.6 This case has been especially difficult because of the media attention that

7

8

has followed it. A recent newspaper article highlighted RUCO and Staff's

Direct positions that APS should not be given a revenue increase. A

g

10

revenue requirement is not determined using perception or opinion, it is a

formulaic process based on numbers and facts. The model used to derive

11

12

a revenue requirement requires the use of many assumptions'. RUCO

generally uses conservative assumptions in this model.

13

|
1
I
I
I

I

E
14

15

while RUCO's direct position is supported by the factors RUCO

considered, RUCO understands that there is no guarantee that the

16

17

i
18

Commission will agree with RUCO's Direct revenue recommendation. In

fact, given the Company's case it is almost a guarantee that the

Commission, if required, would

19

approve a revenue requirement

somewhere in between the two recommendations. RUCO can best serve

20 its constituency by making sure that number is fair under the facts of the
i
i
1

921 case, A settlement allows RUCO to help shape the outcome and if

22 approved guarantees a fair resolution of the case.

1 Some of these assumptions include Return on Equity, return on fair value increment, and post-
test year plant.

l
l

l 6
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1

2

Speaking only for RUCO, when RUCO looked at the assumptions and

weighed them against Commission precedent, the outcome of the

3

4

5

6

Company's previous rate case, and a realistic outcome in this case,

changes to the model were made. These changes support the revenue

requirement in the Settlement. In RUCO's view, the Company would likely

receive an even higher revenue requirement, if this case were to be

7

8

litigated rather than settled. By agreeing to the revenue requirement in the

settlement, RUCO strongly believes that rate payers are getting the best

g deal possible

10

11

12

13

14

15

16

Unfortunately, because some parties attempted to litigate this rate case in

the media, people may be left with an incorrect perception. As unfortunate

as this is, RUCO will continue to advocate strongly and fairly for residential

rate payers inside the confines of the rate case, where numbers, positions,

and circumstances can change based on the facts and circumstances of

the rate case, rather than the court of public opinion or that of specific

17 personal interest.

l18

19 Q.ll

20

Can you elaborate on some specific provisions that are important to

RUCO and further support the Settlement in this rate case?
2
I

;
I

i21 A.
i

22

23

First, the Company is proposing to use $5 million dollars of over-collected

DSM funds to help customers with programs and education to help control

their energy bills. This is extremely important as the trend moves towards

7
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1 more modernized rates. Customers will have the tools and education to

2 adequately control their bills.

3

4 Second, the BSC is a very important issue for RUCO and RUCO has

5 advocated strongly to keep the BSC as low as possible, not only in this

6 rate case but in other recent rate cases, as well. Lower BSCs allow

l
I
I
4

1
I7 customers to have more control over their bill. There is a narrative being
i

8 used in the media and during some of the public comment sessions that

9 BSC's have increased 87%. This narrative requires those to use selective

10 facts, as this is only the case for a minority of customers. Customers

i

i

11 staying on a traditional two-part rate are choosing to stay on an antiquated

12 rate that sends no time or seasonal price signals, which provides no
i

13 incentive for these customers to help control costs for all rate payers. The
1

i14 real facts on the BSC is that for approximately 450,000 existing customers

i15 on TOU rates and the 120,000 existing customers on a demand based
l

16 rate, the BSC is being reduced from the $17 to $13. This is significant inl

17 that it is a reduction to the BSC from the increase which was approved in

18 the last rate case and is already being collected - not what the Company is

19 proposing in this rate case.

20

I i
i21 Third, approximately 250,000 customers qualify for the Residential - Extra

22 Small rate that has a BSC of $10. Many of the most financially vulnerable

23 will be eligible for this rate and will receive only a minimal increase. In

i
8
!

8

i
il
8
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1

2

3

i4

total, over 80% of customers receive either a decrease or only a small

increase, much different than what is being portrayed through the media

and in public. Of note, the proposed BSC structure is consistent with

Commission precedent set in both the UNS Electric and TEP rate case.

5
i

6
1
1
11

7
i

8

9

10

11

a
;

r

9
i

3
y

)

12.

i
I

I

.

13

Finally, and remaps of the most significance, and likely something that

would never have happened without a settlement, is the brokered peace

relating to roof-top solar. A sustainable path forward was developed to

lessen the impact on non-solar customers while still providing enough

incentive for the solar industry to continue operating. For the foreseeable

future, the prospects of legal challenges, legislation, and voter initiatives is

set aside which hopefully leads to a more collaborative relationship and

sustainable future, moving forward.
i
l
l
l

14

15 Q. Does this conclude your testimony on the Agreement?

16 A. Yes it does.

i
:
I

i
n
I

I
i
I
I
I
I
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I
i
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